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Executive Summary

There is a consensus that the IMF and the World Bank Group (WBG) need reform. The
President of Kenya called for a "new financial model where power is not concentrated in
the hands of the few" (Nation, 2023). However, current proposals primarily focus on

increasing their financial power while neglecting to advance meaningful transformation.

The WBG and the IMF play significant roles in shaping Global South countries’ climate
policy. Without substantial changes in governance, accountability, and a thorough review
of their toolkits, these institutions risk repeating past failures in promoting development.
This report analyses the WBG's and the IMF’s climate policies and assesses climate-related
aspects of both institutions’ recent operations in Pakistan in order to review the

compatibility of their operations with meaningful climate action.

Both the WBG's Evolution Roadmap and Climate Change Action Plan, the IMF's Climate
Change Strategy, and the Resilience and Sustainability Trust (RST) highlight the extent of
their ambitions. The emphasis remains on catalysing private finance and addressing short-
term fiscal issues and debt sustainability, disregarding the tension of these objectives with
long-term strategic investments and climate justice. The proposed scaling up of
collaboration between the IMF and the WBG, as outlined in the RST, raises concerns

reminiscent of structural adjustment programs from the 1980s and 1990s.

The adverse impacts of WBG and IMF interventions on climate action in Pakistan
underscore the need for a comprehensive review of their activities, approaches,
procedures, and objectives. Pakistan's extensive history of 23 IMF programs and over $40
billion in WBG investments across various sectors provides ample opportunity for cross-
sectoral assessments of the climate compatibility of International Financial Institutions'
(IF1) operations (Rajvanshi, 2023; WBG, 2023).

WBG'S Privatization and Fossil Fuel Dependency

In 1988, the World Bank initiated the Private Sector Energy Development Project (PSEDP)
loan programme to assist Pakistan in mobilizing resources from the private sector to
expand energy generation and address supply deficits. This programme relied heavily on
investments in fossil fuel-based Independent Power Producers (IPPs). Within a decade,
Pakistan faced a crisis marked by soaring power prices due to exposure to volatile fossil
fuel costs, overcapacity, circular debt, and rising greenhouse gas emissions, with no
apparent solutions (Fraser, 2005).



The World Bank's Implementation Completion Report acknowledged the flawed nature of
its advice to the Pakistani Government, which included excessive concessions such as a
post-tax equity return rate of 25%. The WBG also played a pivotal role in facilitating IPP
investments, effectively acting as a "broker" and "promoter" for sponsors, lenders, and
governments. While the WBG directly invested in about 20% of IPP capacity, it indirectly
influenced up to 88% of the sector (Fraser, 2005).

The policy also locked in fossil fuel reliance. In 1994 the total installed capacity was
11,000MW with hydroelectric accounting for 60% and thermal and nuclear power plants
40%. This ratio reversed with thermal plants based on imported fuels now accounting for

over 70% of the generation mix.

In 2022, the utilisation factor of 30,303 MW thermal power plants was only 46%, with
consumers burdened by capacity payments for the remaining unutilized 54% (NEPRA,
2022). In 2023 alone, the capacity payments under these contracts rose to a staggering Rs
1.3 trillion (Profit Pakistan Today, 2023). Of the nearly 2.5 trillion in circular debt in the

power sector, these legacy contracts account for the lion’s share.

WBG and Hydropower

The WBG's Development Policy Financing Program for Affordable and Clean Energy
(PACE) categorizes hydropower under 'renewable energy'. However, an ecologically and
socially responsible approach to hydropower is vital for a just energy transition in Pakistan
and aligns with the country's climate adaptation strategies. Despite the urgency of the
climate crisis, the WBG fails to adequately assess the climate risks associated with

hydropower.

The WBG-supported Tarbela Dam submerged 120 villages, resulting in significant
population displacement and social upheaval linked to the presence of the Taliban. During
the 2022 floods, the Left Bank Outfall Drain (LBOD) exacerbated the disaster, leading to
extensive damages and losses estimated in the billions. The WBG itself admitted in 2006
that the dam's construction proceeded "without adequate provisions to minimize the risks
that the structures would give way." Given Pakistan's current energy system limitations,
hydropower's seasonal variability could lead to delays, prompting increased use of gas and
local coal and substantial cost increases, estimated at more than PKR 70 billion in FY 2024
(LUMS, 2022).



IMF Programs and the 2022 Floods

Energy sector reform has been central to IMF interventions in Pakistan. During the sixth
review of the Extended Fund Facility arrangement, the withdrawal of energy subsidies and
tax exemptions for renewable energy technologies was pushed through the National
Assembly to secure the IMF’s disbursement. Climate spending decreased by at least 25%
between FY21-22. The later disbursement was delayed due to a new fuel subsidy aimed
at mitigating the price impact of the 2022 Ukraine conflict as Pakistan grappled with the
pandemic's consequences. The IMF challenged the subsidy package, leading to the

government's removal following a no-confidence vote.

At the height of the 2022 floods, which affected 33 million people, destroyed 1.7 million
homes, with losses estimated at $40 billion, the seventh and eighth reviews of the
Extended Fund Facility were approved, contingent on a 2.5% GDP fiscal consolidation
focused on consumer energy subsidies to tackle circular debt linked to IPP policy. The IMF
was aware that this would dampen economic activity and reduce purchasing power due to
higher inflation during the climate catastrophe. Inflation skyrocketed to 40% in May 2023,

making it difficult for people to migrate from flood-affected areas.

Moreover, the budget approved under the Stand-by Arrangement includes public
investments in indigenous coal, further cementing Pakistan's reliance on fossil fuels for

short-term fiscal reasons and continued investments in hydro.

Debt Servicing and Human Rights

Despite fundraising efforts at the International Conference on Climate Resilient Pakistan
in January 2023, the failure of the international community to advance debt cancellation
and the IMF's reluctance to champion proper debt restructuring means that funds raised
will primarily go toward debt repayment ($14.5 billion in FY24), rather than reconstruction
after the floods. Despite the IMF recognizing the benefits of investments in adaptation
policy, its financing strategy relies on private investments, justifying the need for structural

reform, including the reduction of energy subsidies.

Debtor countries are highly vulnerable to decisions made by international financial actors.
In the midst of the floods, the United Nations Development Program (UNDP) called for the
suspension of debt repayment to allow for reconstruction investments (UNDP, 2022).
However, this triggered a significant drop in the face value of the countries' bonds as

creditors feared non-repayment (Reuters, 2022).



The following steps are essential for advancing transformation rather than mere reform:

Institutionalise a ‘do no harm’ methodology to monitor and assess existing and future
programmes and to ensure that at the very least, IFl operations do not negatively
impact Global South countries’ policy frameworks or compromise their fiscal space to

lead green and just transitions.

Governance reform within the IMF and the WBG. All countries should have an
equitable say in the direction of these institutions. The current framework is highly

likely to be influenced by Global North countries.

A proper review of the toolkit the institutions rely on, including a review of Paris
Alighment methodologies, debt sustainability frameworks, fossil fuel subsidies policy,

and the privatisation approach

Application of CSO’s SDR rechanneling principles and changes to the RST design to
include non-conditionality-based and non-debt-creating financing solutions. Eligibility
under the RST must also be expanded to include those countries without IMF
programs (Latindadd, 2021).

Providing adequate and sufficient compensation to affected communities for losses
and damages sustained by them due to climate-averse policies and projects supported
by the WBG and the IMF. As a preliminary step, the WBG should finance remedial
measures for projects like the LBOD and arrange payments for affected communities

based on principles of restitution.

Immediate amendments to existing reports, policies, and loan programs such as the
SBA, CCDR, and PACE to integrate the above-stated “do not harm” measures and

principles.

In order to positively support countries besides doing no harm we recommend that the
IMF and WBG:

Issue SDR annually to ensure liquidity provisions are not linked to existing quota

formulas but are genuinely needs-based;

Advance international taxation and trade reforms that can scale up countries’

possibilities of leading just energy transitions;

Make their knowledge and expertise transparent and available for communities and
local governments in Global South countries through open access fora to facilitate

democratic home-grown macroeconomic policymaking;

Echoing President Ruto’s call for a new financial model where power is not in the hands
of the few, there is a need for a global civil society-wide dialogue on the degree to
which the IFls are suitable for properly addressing the climate crisis given their current

mandates, and an assessment of alternative financial architectures and instruments.



“The advice and policy prescriptions of the IMF and World Bank have
not emerged as a result of pure economic research and debate. Rather,
the institutions have adapted economic ideas to fit their available
resources and instruments. Facing new challenges, each institution has
dashed in using tools already at hand. Necessarily, each has left behind
economic theories or policy prescriptions which would require greater
resources or a different expertise. This greatly narrows the consensus
forged within the institutions and used to prescribe conditionality for
countries. In turn, the narrow consensus can become a trap for the
institutions, creating fertile conditions for groupthink and a fixation on
a particular interpretation of events, screening out alternative scenarios
and thereby failing to foresee crises”.

The Globalizers: the IMF, the World Bank, and their borrowers
Ngaire Woods, 2006, p.181




INTRODUCTION

At COP27, member parties called for reform of the international financial institutions
(IFIs) to ensure they are “fit for the purpose of adequately addressing the global climate
emergency”. The message was clear. The international financial system is failing to

ensure countries can lead green and just transitions and needs to be reformed.

Discussions at the Paris Summit in 2023, where world leaders gathered to lay the
groundwork for a ‘New Global Financing Pact’ failed to find a common agreement
between Global North and Global South governments. Mia Mottley, Barbados Prime
Minister and leader of the Bridgetown Initiative commented on the need for an
“accountability-based” paradigm for grounding the climate mandate, emphasising the
need for transformation rather than reform (PMOBarbados, 2023). Moreover,
President of Kenya, William Ruto, even called for the creation of new institutions
outside of the International Monetary Fund (IMF) and the World Bank Group (WBG)
to address the various development crises, especially emphasising the need for a “new

financial model where power is not in the hands of the few” (Nation, 2023).

Both the WBG and the IMF are currently ensconced in the reform discussion. The
WBG's shareholders are discussing an Evolution Roadmap to respond to G7 calls to
ensure “a World Bank which is well prepared to address global crises such as climate
change and which is able to share its knowledge worldwide” (BMZ, 2022). This will
reform the WBG's mission, operations, and resources. In the case of the International
Monetary Fund (IMF), recent developments include the 2021 Climate Change Strategy
and the Resilience and Sustainability Trust (RST).

The RST is one of the best examples of how the institutions’ current ambition is
informed by a preference for limited reform rather than a commitment to transform. In

active collaboration with the WBG, the IMF will design loan programmes and policy



conditionalities aimed at addressing climate change (and pandemics). This seamless
assumption of climate expertise and leadership without an internal accountability-
based transformation, however, is something a number of IMF directors cautioned
against in the discussion of the institution’s 2021 Climate Change Strategy (IMF, 2021).

These two institutions have a record of collaborating, working particularly closely since
the 1980s debt crisis on the design of structural adjustment programmes. These
programmes aimed at scaling up market-led economic growth through policy
conditionalities attached to their loan programmes that included privatisation,
deregulation, and trade liberalisation (Kentikelenis, Babb, 2019). Policies were
orientated towards short-term fiscal targets to regain debt sustainability, relegating
wider development objectives to secondary priorities (UN Human Rights Council,
2018). The financing operations and developmental projects pushed by the IFIs have
been associated with widespread environmental damage, rise in poverty, and
inequitable developmental outcomes due to pressures for countries to increase
exports and curtail social spending (p.4, UNEP, 1996).

With the two institutions now intensifying collaboration and developing a number of
programmes and instruments ostensibly designed to chart a more climate-responsible
way forward, it is time to ask a number of questions:

¢ What is these institutions’ expertise, and how will it shape climate policy?

* Are the underlying visions of growth and development guiding their operations

compatible with meaningful climate action?

¢ What is the rationale for not “greening the IMF’s or the WBG's own operations”
first, rather than taking up climate action leadership without proper transformation

on, for instance, accountability and governance?

¢ What have their processes for consultation and ensuring inclusivity, transparency,

and accountability in their operations been?

¢ Are their diagnostic toolkits and analytic practices suitable for effective integration

of climate into their core operations?

¢ Are their present approaches to climate action adequate to meet the demands of

the climate challenge especially for countries of the Global South?

This report addresses these questions by reviewing key diagnostic toolkits, lending
programme documentation, and technical advisory input of the IMF and the WBG. In
section one, we focus on the general framework and design of the IMF’s Resilience and
Sustainability Trust (RST) and the WBG's Country Climate and Development Reports
(CCDRs). Section 2 reviews specific country projects in Pakistan and evaluates their
impact on the nation’s capacity to meet its climate obligations and respond effectively

to local climate challenges. In section 3, we examine existing and expected interactions



between the IMF and the WBG's present operations in Pakistan and assess their
implications for the future of climate and development in the nation in the light of a

probable arrangement under the RST.

Such an evaluation requires a historically grounded assessment of the climate-related

aspects of the IMF and WBG's recent operations in Pakistan against three measures:

1. The internal consistency between these institutions’ self-stated goals and
objectives vis-a-vis climate, their practices on the ground, and the resulting effects

and impacts of their operations.

2. The degree to which their operations are consistent with the international regimes
of climate change control and recognised best practices as under the Paris
Agreement and the United Nations Framework for Convention on Climate
Change.

3. Whether their operations reflect an adequate engagement with the global state of
the art in climate science and analytics as well as local community-based
knowledge on climate and its connection to debt, finance, and developmental
infrastructure.

1 The Paris Agreement’s 1.5°C goal is: “.stabilisation of greenhouse gas concentrations in the
atmosphere at a level that would prevent dangerous anthropogenic interference with the climate
system. Such a level should be achieved within a time frame sufficient to allow ecosystems to
adapt naturally to climate change, to ensure that food production is not threatened and to enable
economic development to proceed in a sustainable manner” (UNFCCC, 2015).



SECTION 1

1.1. The IMF’s and WBG'S DNA

The Bretton Woods Agreement in 1944 was meant to establish a framework of
economic cooperation for a more stable and prosperous global economy, of which the
IMF and the WBG were to be the major protagonists. The IMF would be in charge of
safeguarding international financial stability and addressing countries’ balance of
payments issues through interventions in exchange rate policy, while the WBG would

have a longer-term focus on economic development and poverty reduction.

The IMF’s activities’ impact on longer-term development is significant. Its role in the
international financial ecosystem is to provide financial assistance to countries in
balance of payment distress, with such assistance made subject to wide ranging
adjustments in domestic policy (ECB, 2019). Attached to the loans, these policy
conditionalities are “the set of policy measures under the control of national
authorities which are required by the IMF as a condition for the use of its own
resources, with the objective of enabling the borrowing country to resolve its balance
of payment difficulties while repaying the IMF in a timely manner” (ECB, 2019). Policy
conditionality under IMF programmes is therefore tied by design to the narrow goal of

fiscal balancing and timely payback.

These programmes have a signalling effect on international financial actors, indicating
that a country is adopting policies consistent with regaining external viability and debt
sustainability. In this way, IMF programmes do not aim to finance the entire balance of
payment gap but ensure that “proper policies” are pursued so that other creditors
appear. For the same reason, IMF assistance assumes special significance for struggling

economies as sovereign governments, creditors, and private investors alike take their
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cues from the IMF when gauging the profitability and economic viability of a nation

within the global finance and trade architecture.

Box 1: Policy conditionalities

Domestic policy commitments under IMF programmes can take the form of prior

actions (needed before the approval of the agreement), performance criteria

(macroeconomic variables expected to be reached) and structural benchmarks

(specific policies).

As an example, the recent Stand-by Arrangement between the IMF and the Pakistani
government included reform of the foreign exchange market as a prior action, a
Cabinet adoption of a Climate Public Investment Management Assessment (C-PIMA,
see Annex |) as structural benchmark, and a floor on the net international reserves as

performance criteria.

The WBG's remit is of a different nature than the IMF. The WBG channels investments
to countries for development purposes, providing financing, policy advice, and
technical assistance. Initially focused on earmarked finance and supporting project
design, the WBG has increasingly been involved in sectoral reform in the last few
decades. Presiding over the ‘industrialization’ and economic ‘modernization’ of the
Global South, the WBG has enjoyed something of a “near monopoly on the business
of development” (Marshall, 2008). As a “core agency in global governance,” the WBG
has overseen programmes of economic structural adjustment in a number of these

countries.

Bank-led structural adjustments have typically involved sectoral reform to advance the
“liberalisation of markets (such as abolishing price controls and trade barriers),
currency devaluation, institutional reform (such as privatisation and the promotion of
foreign investment), and stabilisation (especially reducing government deficits)"
(Storey, 2000). To this end, the WBG can include policy conditionalities through its
Development Policy Financing (DPF), one of its three lending modalities aimed at
“supporting policy and institutional reforms to help clients achieve sustainable growth
and poverty reduction” (WBG, 2022).

This instrument is the continuation of the Structural Adjustment Loans, through which
the WBG together with the IMF advanced reforms toward market-oriented policies
(Bretton Woods Project, 2021). According to the WBG (2022, p.iii), “DPFs and IMF

programs were complementary, supporting sound macroeconomic framework and
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joining forces to support macroeconomic, and in particular, fiscal and debt reforms.”
The unicity of this developmental agenda and its manifestation in Pakistan will be
addressed in section 2. The mechanics and impact of the ‘complementarity’ between
the two organisations will be studied in greater detail in section 3 which traces the

interplay between the Fund and the WBG'’s climate-related interventions.

A preliminary question for this task relates to the consistency between the IMF and
WBG’s operational objectives and climate goals. To this end, it is useful to understand
their definition of success in programmes. According to the most recent IMF 2018

Review of Program Design and Conditionality, success is defined as (IMF, 2019, p.8):

i. solving the member’s BoP problem without recourse to measures destructive of
national or international prosperity;

ii. achieving medium-term external viability, while fostering sustainable economic
growth

The number of successor IMF-supported programmes is the criteria to monitor i), while

ii) depends on a wider range of factors, including:

i. the current account, including the growth of import and export volumes;
ii. international reserves;

iii. ~growth;

iv. fiscal balance;

V. public debt and market access; and

vi. the stock of non-performing loans

In the case of the World Bank Group, the ‘twin goals’ are the institution’s main goals.
These include the reduction of extreme poverty by 2030 (defined in monetary terms:
people living on less than $1.25 a day) and the improvement of living standards in the
bottom 40% of the population of every country by “evaluating economic development
from average income growth to income growth of the bottom 40 percent” (WBG,
2014). According to the United Nations Human Rights Office (2023), the twin goals fail
to properly address inequality, by failing to compare the bottom 40% with wealthier

parts of the population and by assuming income is a good proxy for basic needs.

This wider scope in evaluation criteria indicates the broader developmental mandate
of the WBG. By design, the WBG was set up to complement the Fund by helping to

provide a response to longer-term challenges and support development.

However, the scope of the twin goals is now under debate in light of the Evolution
Roadmap discussion. Following a global recognition of the need to reform IFI
operations to meet the climate challenge, the WBG has attempted to mainstream

climate within this overarching mandate. As our discussion in section 2 will show,
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despite this broader developmental mandate, there are question marks on how far the
‘Business as Usual mandate plus climate’ formula translates into effective climate
action. The WBG's and IMF’s Development Committee proposed widening the WBG's
mission in the Evolution Roadmap discussion by “more explicitly recognising that
resilience to shocks, sustainability, and inclusion are essential to the WBG mission”,
proposing the formula: “To end extreme poverty and boost shared prosperity by
fostering sustainable, resilient, and inclusive development” (Development Committee,
2023).

As observed by the response to the Evolution Roadmap by various civil society
organisations, the developmental vision of the WBG has remained limited and
continues to prioritise profit and economic growth at the expense of meaningful
climate action. According to the CSO joint paper, “the World Bank’s efforts to eradicate
extreme poverty and promote shared prosperity in a more inclusive way are
undermined by the Roadmap's incomplete analysis of the current ‘crisis of
development’ it seeks to address, which ignores the role of the highly inequitable
global financial architecture in causing this crisis and the Bank’s role within it” (BWP,
2023).

1.2. Designing climate policy conditionalities

Box 2: IMF and World Bank Group mandates and their intersection with climate

action

The IMF through its surveillance activities? has increasingly involved itself in ‘macro-

critical issues’, defined as “macro-critical if it affects, or has the potential, to affect

domestic or external stability, or global stability” (IMF, 2015). According to its Climate

Change Strategy published in 2021 -one year before the RST was put in place- the
IMF must live up to its mandate and assist its members to address climate-related
challenges through the systemic and strategic integration of macro-critical aspects of
climate change (IMF, 2021). In this way, climate action will be relevant as long as it

affects financial stability.

The transmission channels through which climate risk drivers affect macroeconomic
variables identified by the IMF (2021) are:

e physical risks that can negatively affect macroeconomic and financial policy

management, stability, monetary policy, trade and exchange rates;

2 The IMF has three main activities: lending, surveillance and capacity development. The Article
of Agreements of the Fund establishes the institution’s mandate to surveillance all member
countries’ policies and their contribution to international economic and financial stability.
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transition risks related to policy responses, including costs of adaptation,
mitigation-related tax reforms, spending and regulation changes associated with
mitigation;

transition spillover risks that will affect fossil fuel exporters.

In the case of the WBG, its 2021-2025 Climate Change Action Plan recognises the
need to address the climate change issue due to its impact on poverty reduction (the
poor will be the most negatively impacted by climate change impacts) and on
economic development. Trade-offs associated with transition costs “can be reduced
through a people-centred approach, effective fiscal and social policies, and policies

supportive of attracting private sector investment” (WBG, 2021a).

The Action Plan aims to integrate climate and development by:

addressing the interplay between climate and development at a country level
through Country Climate and Development Reports (CCDRs);

launching a Paris alignment process of WBG's financial flows through which the
vast majority of WBG operations would be Paris-aligned by July 2023 (100% for
the World Bank and 85% for the International Finance Corporation (IFC);

increasing climate finance.

In 2022, the IMF Board approved the RST. The organisation’s climate-related lending
tool was envisaged as a convenient vehicle for Global North countries to re-channel
some of their additional Special Drawing Rights (SDRs) allocations to benefit countries
in the Global South (Recourse, 2023; IMF 2022a).

The rationale is to complement the IMF’s existing lending toolkit by focusing on
longer-term structural challenges that entail significant macroeconomic risks rather
than short- and mid-term balance of payment challenges (IMF, 2022). The two focus
areas agreed on in 2022 were climate change and pandemic responsiveness, but these
could be expanded in the upcoming interim RST review in 2024. To date, all
arrangements under the RST have had the objective of addressing climate change
rather than pandemic responsiveness (CGDEYV, 2023).

To this end, the IMF will design a loan programme together with the respective
national government conditional on reform measures. The framework of the RST
proposes ramping up collaboration between both the World Bank and the IMF in the
design of climate policy conditionalities attached to loan programmes “drawing to the
fullest extent deemed useful on the advice of WBG staff in areas of the WBG
expertise” (IMF, 2022, p. 39). This will also be the case with other relevant MDBs.
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IMF-WBG collaboration on this front has been ongoing for some years. Country
diagnostics by both the WBG and the IMF are instrumental for the RST, according to
the IMF’s RST Board document, starting with the WBG’s Country Climate and
Development Reports (CCDRs, which will be covered in section 2) followed by the
IMF’s Climate Change Policy Assessments (CCPAs) -elaborated in close collaboration
with the WBG- and its potential successor instrument, Climate Macroeconomic
Assessments Programs (CMAPs) (IMF, 2022). It bears noting that this reliance on the
WBG’s diagnostic reports has already shown up in IMF loan facilities, as shown in

Pakistan’s recent Stand-by Arrangement.

CCDRs originate from the WBG’s Climate Change Action Plan (2021-2025), which
recognises the need for a core diagnostic tool to mainstream climate across the WBG'’s
operations. The CCDR was intended as a core diagnostic tool for identifying and
assessing the most pressing sources of climate risks and charting possible solutions.
“CCDRs assess how climate risks affect people, and how governments and the private
sector can build resilience, considering the implications of physical and transition risks
on poverty and jobs” (WBG, 2023). The CCDR is, therefore, a fulcrum to “integrating
climate into the WBG’s developmental thinking,” shaping the WBG'’s country-level
engagements, including their Systematic Country Diagnostics and Country Partnership
Frameworks, and affecting all lending and technical assistance operations in the
process (WBG, 2022c).

As is the case with the IMF, the WBG limits its approach to climate by considering only
how it affects its traditional mandate rather than focusing on how the WBG's
operations and developmental thinking may have contributed to the climate crisis or
failed to provide an adequate response. The connection between this crisis of

development and the WBG'’s present climate thinking will be elaborated in section 2.

Access to the RST is limited to countries under a concurrent financing or non-financing
programme? with “upper credit tranche” (UCT) quality policies with at least 18 months
remaining. This means that only those countries facing short-term balance of payment

distress can have access to the SDRs available in the RST.

The reasons given by the IMF for this are similar to the arguments behind the inclusion
of policy conditionalities attached to loan programmes: The mitigation of credit risk
(ensuring loan repayment) and the assumption that “a stable macroeconomic
environment in the borrowing country (...) is a necessary condition to pursue long-term
reforms and support a catalytic role for the RST” (IMF, 2022, p.13). In this way, “the
RSF will be part of a policy and financing framework for structural transformation that

is consistent with macroeconomic stability”.

® Non financing programs include the Policy Coordination Instrument (PCI) through which
member countries receive technical assistance by the IMF in formulating and implementing
macroeconomic policy, giving a seal of approval that can help catalyse finance by other creditors.
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A good example of the implications of this rationale is the joint policy conditionality
included in the arrangement between the IMF and the government of Bangladesh
under the RST. This is focused on the adjustment of the petroleum price formula, in
order to reduce fossil fuel subsidies which is central to the fiscal deficit reduction
strategy (Recourse, 2023). This echoes experts’ concerns on the risk of considering
climate resilience subservient to fiscal concerns (Task Force on Climate, Development,
and the International Monetary Fund, 2023; CGDEV, 2023). In fact, the overfocus on
slashing consumer subsidies has already been flagged by civil society as one of the
preferred policies of the IMF which ignores distribution effects, including unequal
gender impact (Action Aid, 2021; BWP, 2021b)).

Moreover, as stated above, under the RST the IMF’s collaboration with MDBs will be
an important part of policy conditionality design, with the aim of complementing “their
lending and to help catalyse additional financing, including from private sources” (IMF,
2022, p.25). This is in line with the WBG's 2017 Maximising Finance for Development
(MFD) approach through which the institution primarily “seeks to mobilise commercial
finance” and turn to official and public resources “only where market solutions are not

possible through sector reform and risk mitigation” (Development Committee, 2018).

However, there is no evidence this approach to leveraging private finance actually
works: empirical findings on the catalytic effect of IMF programmes are mixed (ECB,
2019), and, according to the IMF, “MDBs attracted only 1.2 times the amount of
private finance (equity and debt) relative to commitments of their own resources in
2020" (IMF, 2022, p.57). According to the IMF, instruments like private-public
partnerships -a favoured approach under MFD- can further endanger countries’
balance of payment stability (IMF, 2022c, p.16).

Lastly, the RST, which involves direct IMF engagement through its loan activities and
design of policy conditionalities in new ‘macro-critical’ areas, has not been
accompanied so far by a review of guidelines for IMF staff on engagement with civil
society.

According to a preliminary analysis of the first arrangements under the RST, “there is
no evidence of extensive citizen consultation in developing the reform areas” (Center
for Global Development, 2023). This is in complete contradiction with the
Intergovernmental Panel on Climate Change (IPCC) recommendations, according to
which “Inclusive processes can facilitate transformations by ensuring participation,
transparency, capacity building and iterative social learning” (IPCC, 2018).

Recent research has shown the limited impact perceived by CSOs engaging with the
institution: “most CSOs interviewed who had engaged with the IMF did not feel their
engagement had any major impact” (Oxfam, 2023, p. 41).
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The RST's focus on the long-term prospective balance of payment challenges the IMF’s
focus on short-term fiscal solvency. This expansion should have at its centre the trade-
offs between acting on both the short- and the long-term: The reduction of fiscal space
today to guarantee debt sustainability can, for example, erode states’ capacities to
respond to the climate crisis for decades to come. However, the IMF's operations,

objectives, and toolkits so far do not reflect this tension.

The next section will provide evidence from Pakistan on the impacts of the World Bank
and IMF approach in the country; to determine whether it creates a framework that is
aligned with climate justice and that can ensure a 1.5°C aligned green and just
transition, and highlight the need to systematically review the WBG and IMF's policies

if they wish to become the leaders of this process.
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SECTION 2

Articulating the oversized
power and role of the IMF
and WBG in charting
Pakistan’s developmental
trajectory on Energy,
Environment, and
Economy

Many critics view the Bretton Woods institutions as little more than “instruments” of
the Global North serving their political and economic interests (Dreher et al., 2006). It
is widely observed that financial assistance from the IMF and the World Bank works as
a smokescreen concealing their true role as political engineers shaping Global South
markets and governance to meet the needs of its main shareholders in the Global
North.

Up till the 1970s, IFl-led structural adjustment programmes invariably promoted
commercial agriculture, and industrialisation, and supported large-scale, state-led
development investments. These measures suited commercial lenders and
manufacturers in the Global North who sought new markets for surplus capital and
products in what has been described as the capital export era of the IFls (Storey, 2000).
Later in the 1980s and 1990s, the debt crisis and fiscal crunch in the US marked a shift
with IFI reforms narrowing their focus on short-term fiscal stabilisation to aid in capital
recovery and debt repayment. The shift is often described as the neoliberal phase of

IFI approaches.

Another strand of criticism, however, focuses on the failure of IFl advisory assistance,
loans, and conditionalities to achieve their own targeted goals. In this view, apart from
the undemocratic nature of their governance or political instrumentality, the oversized

and excessively entangled nature of IFl influence in the developmental planning



